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Objective: This research examines the moderating role of narcissism,
optimism, and myopia of managers as behavioral traits on the relationship
between fraudulent financial reporting and sustainability, and by explaining
behavioral links, it provides a basis for formulating regulatory policies and
improving reporting frameworks.

Method: This applied research with a retrospective approach analyzed
1,243 firm-year data from 2013 to 2023. Fraudulent reporting was based on
Standard 240, and sustainability was measured according to the components
of the Global Initiatives Organization. Managers' behavioral traits were
considered as moderating variables along with four control variables in a
structural equation model using Smart PLS-4 software.

Results: The results of factor analysis, reliability, and construct validity
confirm good model fit and predictability. The findings indicate a significant
negative relationship between fraudulent financial reporting and sustainability.
Also, managers' behavioral traits play a moderating role in this relationship:
narcissism and optimism have a significant positive moderating eftect, while
myopia has no significant effect.

Conclusion: The results of this study show that understanding financial
reporting behaviors and sustainability is incomplete without considering
managers' psychological traits, highlighting the innovation of the research
and explaining the moderating role of managers' behavioral traits in the link
between financial fraud and sustainability. This study demonstrated that
combining agency, legitimacy, and top management perspectives can
provide a comprehensive framework for analyzing managerial motivations.
The findings emphasize the importance of cognitive assessments of
managers and the formulation of clearer disclosure policies.

Cite this article: Mahdavi, G., Hasili, M., & Masoudi, Y. (2025). Fraudulent financial reporting and sustainability reporting:

the moderating role of managers'

behavioral

traits. Journal of Accounting Knowledge, *(*), *-*.

https://doi.org/10.22103/jak.2025.25865.4220

@ 06

Publisher: Shahid Bahonar University of Kerman.
© Author(s)



mailto:ghmahdavi@rose.shirazu.ac.ir
mailto:hasili.maryam@gmail.com
mailto:younes.masoudi@mail.um.ac.ir
https://doi.org/10.22103/jak.2025.25865.4220
https://uk.ac.ir/en
https://orcid.org/0000-0001-7917-4553
https://orcid.org/0009-0001-9586-8616
https://orcid.org/0009-0004-7602-9974
https://creativecommons.org/licenses/by-nc/4.0/

2/ Fraudulent financial reporting and sustainability reporting: the moderating role of managers'...

Introduction

Fraudulent financial reporting and sustainability reporting represent two pivotal dimensions
of transparency and stakeholder confidence within contemporary corporate governance
systems, and their interaction bears profound implications for investors’ decision-making,
regulatory oversight, and the broader socio-economic environment. While prior studies have
explored the general relationship between these two constructs, there remains a notable
deficiency in research addressing how individual-level determinants-particularly the
behavioral and psychological characteristics of managers-shape this interaction. This gap is
critical, as accumulating behavioral evidence indicates that managers’ personality traits exert
substantial influence over their ethical orientations, motivational tendencies, and cognitive
judgments regarding disclosure practices and potential engagement in financial manipulation.
Consequently, understanding these behavioral dynamics can deepen insights into the
mechanisms that either foster or hinder organizational transparency. The present study seeks
to address this deficiency by investigating the moderating effects of three key managerial
behavioral traits-narcissism, optimism, and myopia-on the relationship between fraudulent
financial reporting and sustainability disclosure. In addition to this primary objective, the study
aims to delineate the nature, direction, and intensity of the association between fraudulent
financial reporting and sustainability information, assess how each behavioral characteristic
conditions this link, and derive policy and governance implications that may guide both
corporate regulators and standard setters. The theoretical foundation of the research integrates
agency theory with behavioral psychology, thereby offering a multidimensional explanation of
how managerial opportunism, self-enhancement tendencies, and cognitive biases can
collectively influence the accuracy, reliability, and ethical quality of both financial and non-
financial reporting.

Method

This applied study employs a descriptive-correlational research design based on
retrospective data to empirically examine the influence of managers’ behavioral traits on the
relationship between fraudulent financial reporting and sustainability reporting. The research
utilizes secondary data collected from publicly available sources, including audited financial
statements, official corporate databases, and validated internet repositories. Fraudulent
financial reporting was identified using 18 standardized indicators specified in Auditing
Standard No. 240, ensuring comparability and objectivity in the detection of fraud. The
sustainability reporting index was constructed in accordance with the Global Reporting
Initiative (GRI) framework, incorporating four principal dimensions-economic, environmental,
social, and strategic disclosures. Three behavioral traits of managers-narcissism, optimism, and
myopia-were analyzed as moderating variables. Narcissism was operationalized through two
measurable indicators: managers’ signature size and facial width-to-height ratio obtained from
official portraits. Optimism was assessed by comparing forecasted and actual profits, and
myopia was determined by analyzing deviations in marketing and research and development
(R&D) expenditures relative to return on assets. Control variables, including financial leverage,
liquidity, firm size, and profitability, were incorporated to isolate behavioral effects. Data
analysis was conducted through structural equation modeling (SEM) using Smart PLS-4
software to evaluate causal and moderating relationships simultaneously.

Sampling Procedures

The statistical population comprised all companies listed on the Tehran Stock Exchange
(TSE) and the Over-the-Counter (OTC) Market between 2013 and 2023. A purposive sampling
approach was implemented, applying homogeneity criteria related to data completeness,
industry classification, and fiscal year consistency. Firms with missing data or inconsistent
financial reporting periods were excluded to ensure reliability and comparability. Ultimately,
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113 companies met the inclusion criteria and were selected as the final sample. The study relied
exclusively on archival data; therefore, no direct human participation occurred, and no ethical
concerns regarding informed consent or participant compensation were applicable.
Nevertheless, all procedures adhered to academic and institutional ethical standards, and data
were collected and analyzed strictly for research purposes without any intervention or
manipulation.

Sample Size, Power, and Precision

The intended sample size was determined based on the availability of complete financial
and non-financial data for firms meeting the inclusion criteria during the 10-year observation
period. Out of the total population of listed firms, 113 companies were retained after screening,
which provided sufficient statistical power for structural equation modeling. The achieved
sample size exceeded the minimum threshold recommended for SEM analysis (10 observations
per parameter estimated), ensuring the reliability and precision of parameter estimates. No
interim analyses or stopping rules were required, as the study relied on secondary and finalized
financial data. The final sample and model configuration provided adequate explanatory power
to detect moderating effects and test the hypothesized relationships with acceptable levels of
statistical precision.

Results

The findings of this study reveal a statistically significant and negative relationship between
fraudulent financial reporting and sustainability reporting, indicating that as the extent of
financial fraud increases, the level and quality of sustainability information disclosure tend to
decline. This inverse association underscores the detrimental impact of deceptive financial
behavior on organizational transparency and accountability. Further analysis of the moderating
effects of managerial behavioral traits demonstrated that narcissism and optimism significantly
weaken this negative relationship by amplifying opportunistic tendencies among managers.
These traits encourage the strategic and instrumental use of sustainability disclosures as a
facade to mask underlying weaknesses and misrepresentations in financial statements.
Conversely, managerial myopia did not exhibit a statistically significant moderating effect,
suggesting that short-term orientation alone may not substantially alter the fraud-sustainability
dynamic. The results also showed that control variables such as financial leverage, liquidity,
firm size, and return on assets exert meaningful influences on the strength and direction of
these relationships, confirming the complex interplay between financial structure and
managerial behavior. Overall, while sustainability reporting is generally expected to promote
transparency, ethical conduct, and corporate accountability, the evidence suggests that in
environments characterized by weak governance mechanisms and certain behavioral
predispositions of managers, it may instead serve as a tool for concealing financial
irregularities. Accordingly, these findings emphasize the necessity of reinforcing oversight
systems, implementing psychological and behavioral evaluations of managers prior to their
appointment, and establishing clearer, enforceable standards for sustainability disclosure by
regulatory and standard-setting institutions.

Conclusions

The results of this research demonstrated that fraudulent financial reporting maintains a
negative and statistically significant relationship with sustainability reporting, suggesting that
firms engaging in higher levels of financial fraud tend to provide less extensive and lower-
quality disclosures regarding sustainability performance. Interpreted through the theoretical
lenses of agency theory, legitimacy theory, and stakeholder theory, this outcome reflects how
fraudulent behavior undermines organizational transparency, erodes stakeholder trust, and
weakens corporate accountability mechanisms. Furthermore, the analysis highlighted the
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crucial moderating role of managerial behavioral traits in shaping this relationship.
Specifically, narcissism and optimism exhibited a positive and significant moderating
influence, implying that managers characterized by these traits are more likely to exploit
sustainability reporting as a strategic or symbolic tool to obscure unethical financial practices
and maintain a facade of legitimacy. Conversely, managerial myopia did not demonstrate a
statistically meaningful effect, potentially due to contextual variations in institutional
environments and differences in governance frameworks that mitigate short-term decision
biases. The findings underscore the necessity of integrating psychological and behavioral
dimensions of managers into analyses of financial and non-financial reporting risks, marking
an advancement beyond prior studies that primarily emphasized demographic or structural
variables. From a practical standpoint, the study suggests that implementing psychological
evaluations during managerial recruitment and enforcing rigorous, measurable sustainability
disclosure standards by regulatory and standard-setting authorities can help curb opportunistic
behaviors. Finally, future research is encouraged to investigate a broader range of behavioral
and ethical characteristics across diverse industries and institutional settings, thereby
enhancing the external validity and comparative insights of behavioral accounting studies.
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